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General Business Conditions 





HE trend of business in November 

has been very satisfactory. No let- 

ting down is noticeable in the indus- 

tries and confidence in the future is 

well-sustained. The stock market 
has undergone several sharp reactions, affect- 
ing stocks which have had a phenomenal rise, 
but without significance as to the business 
situation. Indeed it is remarkable under the 
circumstances that the general list has been so 
slightly affected and that nothing like demoral- 
ization has resulted. Evidently many holders 
have been realizing profits, and the long-con- 
tinued advance has been checked thereby, but 
good earnings reports and confidence in the 
business situation have exerted a great steady- 
ing influence. 

The trade reviews are all giving favorable 
news. The automobile industry, which is sup- 
posed to taper off in the Fall, had its biggest 
month in October, and the year’s output is 
now expected to beat that of 1923, the largest 
heretofore. The iron and steel industry con- 
tinues to book more orders than it is filling 
and has a good outlook into 1926. Prices are 
moderately stronger as operations approach ca- 
pacity. All the business barometers indicated 
a generally high state of activity in October. 
Car-loadings hold up above past records and 
bank debits likewise. There are practically 
no complaints of unemployment. Retail dis- 
tribution is well above that of last year, and 
all sections of the country are expecting a 
record holiday trade. 

Farming Prosperity 

The balance between agricultural products 
and other products has not been seriously dis- 
turbed, although cotton suffered a decline in 
October from which it has only partially re- 
covered, and the feed grains are bringing un- 
satisfactory prices. On the other hand wheat 
is up to about the highest price on the crop, 
and good prices for live stock and dairy prod- 
ucts on the whole fully offset the low prices 
for corn and oats. The latter are simply the 
raw materials for the production of the former. 

The annual convention of Iowa Swine 
Breeders was held at the Ames College of 
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Agriculture on November 19, and an address 
by Dean Charles F. Curtiss, one of the best 
authorities upon live stock production, was re- 
ported as follows: 


The dean said that marketing corn by feeding it 
to hogs would bring returns fully 50 per cent above 
the prevailing corn market price, and that marketing 
corn through livestock is and always will be the 
best method of disposing of the corn crop. He said 
that four-fifths of the Iowa corn was fed to stock 
anyway, so the alarm about the surplus corn crop 
is unwarranted. 

Some stir has been made of late by several 
bank failures in Iowa, and in some quarters 
these have been said to indicate that farming 
conditions were again approaching a critical 
state. Our advices do not support this repre- 
sentation. They are generally in line with the 
following extract from an Iowa banker whose 
opportunities for observation and ability for 
passing judgment are as good as any. He 
says: 

The banking situation has steadily improved. Those 
banks which lost their money by poor loans or which 
have become “frozen,” can hardly be helped, but the 
conservative, well managed banks have more money 
than their communities will absorb for current, com- 
mercial, prompt paying uses. An increasing number 
of banks are buying outside paper. You know land 
advanced so long and so steadily and so fast for 
thirty years, preceding 1920, that the whole commun- 
ity acquired the habit of depending on the unearned 
increment as part of their regular income, which was 
cashed in by loans and sales periodically. We all 
miss it. It has not been resumed. 

The Agricultural Department’s annual inquiry into 
land values found them lower in March 1925 than in 
March 1924. There are a great many sales—some at 
high prices. There is, however, no sentiment such 
as there used to be in favor of buying land and 
until that returns, I do not see how we can expect 
a land buying movement of sufficient volume to 
absorb the lands which come on the market from 
natural causes, sickness, retirement, settling estates, 
etc., and land is a great business in Iowa. 

Production is good, prices good, the outlook for 
general trade is much better. Bank deposits are 
growing and while in some localities, banks still per- 
sists in paying 5%, it is an unprofitable rate and IJ 
know many banks are unhappy because they have 
to pay 4%. 

The operating farmers, owners and tenants, are 
both doing pretty well and the outlook for them is 
fine. For those who depended on the advance in land 
prices, the outlook is poor—they make the howl. Cries 
of distress are very infrequent now, although un- 
fortunately there are many cases of individual 
bankruptcy: still to be settled up. 


The Federal Reserve Bank of Chicago has 
been making an inquiry into farm implement 
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sales this year, and has tabulated the returns 
from about 100 of the largest manufacturers 
by months to September, as follows: 


Per Cent Increase Over 1924 


























Month Domestic Foreign Total 
January 22.5 2.2 15. 
SUIRINT  sccnh cectestecendsnvetesensannionte 26.4 * 0.2 22.0 
March 41.6 *10.5 33.7 
April 40.8 *25.8 26.0 
May ..... 26.0 * 41 20.9 
June 40.3 15.0 36.5 
July 34.6 69.2 40.1 
August ........ 23.7 79.4 32.8 
September 27.9 117.4 41.2 

*Decrease. 


The Shoe and Leather Industry 


Shoe production continues to run about 5 
per cent ahead of last year and the total out- 
put for 1925 will probably be around 325,000,- 
000 pairs of men’s, women’s and children’s 
shoes and boots, which compares with 312,523,- 
000 in 1924 and 351,114,000 in 1923, the record 
year. Reports from manufacturers indicate 
that most of the large companies making rela- 
tively cheap shoes are doing a good business, 
while among the smaller concerns the situa- 
tion might be described as “spotty.” The fre- 
quent style changes, especially in women’s 
shoes, and the unwillingness of retailers to 
place advance orders, have made profitable 
operations difficult, and competition ever since 
the war has been very keen. 

Leather tanners are now showing better 
earnings and appear to be slowly but surely 
working out of the depression in which they 
have been struggling since 1920. The recently 
published report of the Central Leather Com- 
pany, which tans approximately one-third of 
the country’s sole leather, shows for the nine 
months ended September 30, 1925 a net profit 
after all charges of $1,124,761, against a deficit 
of $841,625 in the same period of the previous 
year. Among the producers of upper leather, 
the American Hide and Leather Company re- 
ported a nine months’ profit of $461,923 this 
year against $337,630 profit in 1924, and the 
Barnet Leather Company $177,274 profit this 
year against a $3,464 deficit in 1924. 

These improved earnings are not so much 
the result of an increased volume of business, 
as of selling finished leather made from hides 
purchased several months ago when hide prices 
were considerably lower than they are now. 
Tanners have been declaring for some time 
that leather prices would eventually have to 
go up, but they have been more interested 
in liquidating excess stocks than in insisting 
on higher prices. The shoe trade is inclined 
to resist any attempt to increase leather prices, 
on the ground that it would necessitate higher 
prices for shoes, which the public would re- 
fuse to pay. The rubber market’s sensational 
advance is regarded by the leather industry as 
forecasting decreased competition from rubber 
heels and soles in the future. 


198 


Hide prices are irregular, the quotation on 
heavy native steer hides in the Chicago market 
being at present around 16 cents per pound 
as compared with 17.5 cents the first of No- 
vember and 14 cents last spring. Stocks of 
cattle hides in the country are reported by 
the Department of Commerce as showing a 
decrease every month this year, and amounted 
to 3,563,000 on September 30th which is about 
as low as they can conveniently go. At the 
beginning of 1921 there were 8,000,000 cattle 
hides in the hands of packers and butchers, 
tanners, dealers and importers, having been 
attracted to the United States from every 
corner of the world by the abnormally high 
prices prevailing here, and a large part of 
which arrived just when the crash came in 
the hide and leather markets. 

In the case of calfskins, prices during recent 
weeks have been firm and are now around 
19.25 cents. Quotations for standard grades 
of finished sole leather and calf leather in the 
Boston market are nominal at 46 cents, un- 
changed for several months. Stocks of fin- 
ished sole leather, cattle side upper, calf and 
kip, goat and kid, sheep and lamb leather, are 
being kept well below the levels of two or 
three years ago. 


Real Estate Activity 


Building operations continue on a great 
scale, contracts, permits and reports of archi- 
tects upon undertakings in prospect running 
far ahead of the record in any previous years. 
The prospect is for more winter work than 
ever before, and the projects in hand go far 
toward assuring a good state of activity next 
year. 

Nevertheless, there are certain features of 
the present situation which will bear watching, 
and it is reassuring to know that they are 
being watched by business men generally. The 
building boom is going too strong to last, and 
when it lets up the declining demand for con- 
struction materials will be noticed. The Metro- 
politan Life Insurance Company, the largest 
maker of building loans in New York City, 
has announced its withdrawal from the field 
for the present. Mr. Walter Stabler, Con- 
troller of the company, in explaining this 
action, said: 

“Until the present structures are full and those 
partly finished are completed and disposed of, I 
should prefer to see a slowing down,” he added. “T 
do not foresee any great drop in rents, nor in the 
demand for space in apartment houses and office 
buildings, and I do not want to see it. That such 
a drop would result from continued feverish activity 
in new buildings seems to me extremely probable.” 

The activity in Florida real estate undoubt- 
edly has had a substantial basis in the fact 
that nearly every family in the United States 
has become the owner of an automobile, and 
the construction of good highways enable a 











family to take a vacation trip to Florida in 
its own conveyance. Nevertheless, people 
who remember jhe real estate booms of the 
Twin Cities, Omaha, Kansas City, Sioux 
City, Wichita, Denver, Seattle, and other 
cities of the west twenty-five to thirty years 
ago, know that booms in city real estate are 
likely to involve the sinking of much capital 
in ill-advised improvements and premature 
construction work. All of those cities have 
made splendid progress since that boom peri- 
od, but a great amount of capital was tied up 
for many years and individual losses were 
very heavy. That period culminated in the 
panic of 1893, and was followed by a depres- 
sion which caused the great political campaign 
of 1896 to change the standard of value, as a 
means of lightening the burden of the in- 
debtedness which had been incurred in the 
boom years, 

The principal cause of our business reac- 
tions, and that which is responsible for their 
greatest severity is the over-extension of 
credit. When credit expansion has gone to 
the limit reaction is inevitable. 

Real estate activity is by no means con- 
fined to Florida. Reports from Wisconsin say 
that shore property around the thousands of 
lakes in that state is moving and advancing at 
a rate approaching boom activity, and sub- 
urban property about many of our cities shows 
the same symptom. 

The industrial and trade situation, however, 
is generally sound. Business credits are not 
over-expanded, and if the spirit of caution 
which has prevailed in legitimate business cir- 
cles is maintained, there is no reason why 
ee shall not be a better business year than 
1925. 


The Money Market 


The money market has shown but slight 
changes through the past month, although the 
action of the Reserve Bank of Boston in rais- 
ing its discount rate from 3% to 4 per cent oc- 
casioned a considerable flurry in the stock 
market. All the reserve banks now have the 
4 per cent rate for all maturities, excepting 
the Reserve Bank of New York, which has 
been on the 3% per cent basis since February 
1925. The expansion of credit which has taken 
place in the country since that date naturally 
suggests higher rates, and no little comment 
has been volunteered upon the failure of the 
New York bank to increase that rate even after 
the other reserve banks have done so. An 
advance of the discount rate is counted upon 
to make the member banks less inclined to 
tediscount, thus exercising a restraining in- 
fluence upon credit expansion, and the evident 
absorption of funds by the stock market 
seemed to call for action. The fact, however, 
is that credit expansion at the New York bank 
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in the past year has been less than at any 
other reserve bank, as appears in figures given 
below. 


Credit Expansion of Member Banks 


We have referred heretofore to the fact 
that commercial loans have increased very lit- 
tle in the past year. Loans other than 
thos: secured by stocks and bonds held by all 
reporting member banks on November 11, 
1925, aggregated $8,468,569,000, against $8,- 
240,731,000 on November 12, 1924, and $8,- 
001,863,000 on November 14, 1923. In view 
of the greater volume of business being 
handled at this time, these changes are very 
slight; on the other hand, loans on stocks and 
bonds, which are chiefly made for operations 
outside of regular trade and industry, make a 
very different showing. They have risen from 
$3,687,325,000 on November 14, 1923, to $,- 
446,652,000 on November 12, 1924, and $5,391,- 
671,000 on November 11, 1925, an increase in 
the last year of $945,019,000. 

Investments in these banks have declined in 
the past year from $5,559,806,000 to $5,449,509,- 
000, or a little over $100,000,000. The aggre- 
gate increase of outstanding credit in the past 
year through all loans, discounts and invest- 
ments has been about $1,039,000,000, while the 
increase in net demand deposits has been about 
$53,000,000 and in demand deposits about 
$521 ,000,000. 

The notable thing about this situation is 
that these banks have been able to expand their 
credits more than $1,000,000,000 with an in- 
crease of reserves of only $14,000,000, but 
the explanation is that they have increased 
their rediscounts about $300,000,000. Here 
again, however, another explanation is re- 
quired, as to why an increase of rediscounts by 
$300,000,000 resulted in an increase of only 
$14,000,000 in reserves. This must be account- 
ed for by gold exports or a loss of deposits to 
other banks. 


Expansion of the Reserve Banks 


Assuming that member banks were expand- 
ed to the limit of their reserves a year ago, and 
taking account of the fact that the country has 
lost gold on balance in the meantime, the in- 
crease of bank loans and investments must 
have been due to reserve bank credit. Here is 
the basis for the claim that the reserve banks 
have contributed to the great increase of loans 
on stocks and bonds and the stock market 
activity. 

A probable change in the rate of the New 
York reserve bank has been a subject of acute 
interest on the stock exchange for several 
months. In fact, it probably has been given 
exaggerated importance, for the figures show 
that the discounts and advances of the New 
York member banks have not been increasing. 







December, 1925 
eee 


They aggregated $181,000,000 on August 5th, 
1925, and the weekly statements since the mid- 
dle of September have shown them at $233,- 
000,000 on September 23, $229,000,000 on Sep- 
tember 30, $232,000,000 on October 7, $215,- 
000,000 on October 14, $162,000,000 on October 
21, $156,000,000 on October 28, $191,000,000 on 
November 4, $153,000,000 on November 10, and 
on November 18, 1925 at $148,000,000. 

The following table shows the combined in- 
crease of loans and investments in the report- 


ing member banks of the twelve districts, 
from December 31, 1924, to November 4, 1925: 





The inward gold movement of October, in- 
cluding about $1,000,000 which arrived early 
in November, aggregated $51,700,000, of 
which $42,900,000 came from London, and $4,- 
000,000 from Japan. Canada, however, drew 
on us for $22,700,000 in October and about 
$20,000,000 more in November, so that the net 
increase in our reserves has been small. Ex- 
change has been in favor of Canada, on ac- 
count of the big wheat movement, and the 
need of the Canadian banks to increase their 
reserves at this time. Canada, however, is so 
intimately related to the United States in a 











LOANS AND INVESTMENTS REPORTING MEMBER BANKS—ALL DISTRICTS 
(In Millions) 


No. banks Nov. 4... 41 102 54 75 72 36 100 33 25 69 49 67 723 
Bos. N.Y. Phila. Cleve. Rich. Atl. Chic. St.L. Minn. K.C.DallasS.Fran. Total 

Dec. 31, 1924.....00 00 1,262.6 7,167.6 1,048.4 1,795.4 611.5 534.5 2,687.4 663.4 380.0 591.4 372.1 1,484.9 18,599.3 

NOv. 4, 1925.....cccccce 1,371.5 7,268.8 1,099.6 1,929.4 652.0 625.1 2,848.6 675.4 362.1 603.6 39£.9 1,656.9 19,489.1 


+105.5 +52.8 +50.8 +122.5 +37.6 +92.9 +158.9 +12.3 —16.3 +7.6 +22.7 +180.6 +8281 


% change from 


Jan. 7 +83 +0.7 +48 +68 


eecerececccecseoeces 


+6. 


1417.6 +59 +19 —4.3 +413 +61 +4122 +44 





It does not appear from the record that the 
low discount rate of the New York reserve 
bank has been an important factor in stock 
market activities, although it may be true that 
an advance of this rate might have had a 
psychological influences, although probably a 
temporary one. 


It is generally believed that the policy of the 
New York bank in adhering to the 3% per 
cent rate in the face of increasing demands 
upon it in September and October was due to 
a desire not to disturb the London situation 
while the policy of gold payments is yet to 
some extent in question, and at a time when 
heavy drafts upon the Bank of England were 
being made. 


Gold Movements 


Very likely this consideration was a factor, 
but it should be borne in mind also that the 
movement of gold from London to New York 
is just as much undesired here as it is there. 
It cannot be too often or too emphatically 
stated that more gold is not wanted here, and 
that imports are a menace to the stability of 
the situation. The expansion of credit as 
shown above has been far beyond the expan- 
sion in trade and industry, which is the true 
index of the need for additional reserves. This 
situation does not need the stimulus of increas- 
ing bank reserves and easy money. It needs 
a tight rein upon credit expansion in many 
quarters, and those very quarters unfortunate- 
ly are most likely to get the major portion of 
any expansion which increasing reserves will 
permit. This is always the difficulty about 
controlling the spirit of expansion. When 
speculation is running strong it will outbid in- 
dustry for credit. 


business way that a movement of gold in that 
direction is scarcely more significant than a 
withdrawal of funds to our own west for crop- 
moving purposes. 

In the latter part of November, sterling ex- 
change declined in terms of dollars to around 
and below the gold export point, and several 
shipments were arranged for. The trade bal- 
ance in favor of this country has not been as 
high in the first four months of this fiscal year 
as in the corresponding months of last year, 
owing largely to smaller exports of wheat and 
meats, also to larger imports; moreover, al- 
though foreign loans have been numerous, 
most of them have been for small amounts. 
However, it seems improbable that the gold 
movement will be of large proportions. 


Outlook for Money 

Evidently much depends upon the amount 
of gold imports. If they come they will con- 
tribute to ease, but, however that may be, it 
would appear that the crest of the Fall demand 
has been passed. The stock market demand is 
more likely to relax than increase in the near 
future, for although the market shows great 
reserve strength it has had a long rise and has 
had to stand a great deal of realizing lately, 
which has a tendency to take the edge off the 
bullish enthusiasm. The liquidation of mer- 
chandise in the last month of the year tends 
to monetary ease and money is likely to flow 
to the centers rather than from them. The 
time for annual settlements, inventories and 
slackening activity in some of the industries is 
near at hand. 


The Bond Market 


In the face of rather violent stock market 
fluctuations, the bond market for November 
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amply demonstrated its fundamental sound- 
ness by maintaining an even and unruffled 
course. There is no let-up apparent in the de- 
man for sound issues; in fact, the amount of 
capital seeking investment seems to be some- 
what on the increase, due to the creation of 
new wealth in unprecedented volume and also 
to a shifting of interest on the part of some 
investors from an erratic stock market to a 
more certain field of values. The volume of 
new offerings, while large in the aggregate, 
was considerably below the absorptive ability 
of the market, leading to an increased activity 
in old outstanding issues and a_ general 
strengthening throughout the list. 


Price Trends 


The trend of bond prices during the 
month as shown by the accepted mar- 
ket averages was slightly upward. The 
Dow-Jones average for 40 listed Domestic 
corporate issues (10 high grade rails, 10 sec- 
ond grade rails, 10 industrials and 10 public 
utilities) on November 25th was 92.48 as 
compared with 92.26 on October 24th and 
90.72 on November 25th a year ago. The 
Municipal market which showed signs of re- 
newed activity during October, has been gain- 
ing momentum during the present month and 
dealers have been marking up their lists in 
sympathy with the higher prices at which 
new offerings are being made. Increasing con- 
fidence in the foreign situation was shown in 
greater activity in the foreign list. Outstand- 
ing issues originating in Germany, the Scan- 
dinavian countries and South America par- 
ticularly showed improvement. United States 
Government securities were weak and inac- 
tive, due in some measure to a liquidating 
movement brought about by an increase in 
rediscount rates in several Federal Reserve 
districts. 

Lifting the Embargo 


The announcement by the Chancellor of the 
Exchequer on November 3rd that the British 
Government had decided to lift the unofficial 
embargo with respect to Colonial, Dominion 
and foreign loans, is another step in the re- 
turn of Britain to normalcy and opens the 
London market once more to foreign borrow- 
ers. This move means that American firms 
can look henceforth for increasing competition 
from London and for a division of larger for- 
eign loans between London and New York. 
Leading banking houses in New York have 
already developed their associations and con- 
tacts in London which should result in help- 
ful cooperation between the two markets on 
substantial international issues. The com- 


petitive influence of London will of course be 
limited strictly to the amount of money which 
she has available for these outside purposes. 
So far as dollar issues in the United States 
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are concerned, the re-entry of London should 
prove a distinctly favorable influence because 
it brings the experienced British investor, ac- 
customed to lower rates on international loans, 
again to the fore and thus should cut down 
the income differential at present existing 
upon those foreign issues finding a mar- 
ket both in London and New York. Any such 
movement will result in improving the posi- 
tion of foreign dollar bonds already outstand- 
ing in this country. 


Absorption of Foreign Bonds 


With the Treasury Department looking 
favorably. upon productive loans to those coun- 
tries which have already funded their war 
debts to America, and with the increased sta- 
bilization in European conditions generally, is 
coming a broadening interest in foreign se- 
curities among all classes of investors. Such 
loans are good public policy, not only because 
they make our own position more secure by 
enabling foreign countries to maintain and 
strengthen their reserve poition, but also be- 
cause they assist materially in a rehabilitation 
which is essential if foreign markets for our 
own goods are to be extended. The volume 
of foreign bonds absorbed by the United States 
during 1924 was $1,050,000,000, exclusive of 
refunding issues. For the nine months of 
1925, $728,000,000 of foreign bonds have 
found their way to America. The extent to 
which banks recognize the income opportuni- 
ties abroad is indicated by reports of the Fed- 
eral Reserve Board showing an increase in 
holdings of foreign securities by national banks 
of $100,000,000, or about 37 per cent, between 
the summers of 1924 and 1925. The total vol- 
ume of foreign investments by member banks 
on June 30, 1925, was around $500,000,000, ex- 
clusive of short term foreign credits. Well 
selected foreign issues are commanding more 
serious attention from institutional and pri- 
vate investors than ever before and as a re- 
sult are finding a place in diversified invest- 
ments everywhere. 


Italian Loan 


The principal issue of the month was the 
new $100,000,000 Kingdom of Italy loan which 
followed close upon the success of the Italian 
Debt Commission in refunding war debts of 
Italy to the United States. The bonds, 
Twenty-five-year Sinking Fund 7s, offered at 
941% and interest to yield 7.48, were heavily 
oversubscribed. With the exception of a $25,- 
000,000 issue of 6%4s which matured and was 

aid off on February 1, 1925, the Kingdom of 
taly had not previously been a borrower in 
American markets. The proceeds of the pres- 
ent loan will be held as a gold reserve avail- 
able for currency stabilization purposes. Italy 
has balanced her budgets and is deriving suf- 
ficient income internally for her ordinary ex- 
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penditures. With the exception of a limited 
amount of Sterling bonds floated in London 
prior to the war, this new dollar issue repre- 
sents Italy’s only outstanding external debt in 
the hands of the public. The success of the 
loan is evidence of an increasing confidence in 
foreign bonds generally and of the favorable 
impression which Italy has made upon Ameri- 
can investors through her financial and indus- 
trial progress since the war. 


Among the principal new offerings for the 
month, both foreign and domestic, were the 
following: 


$10,000,000 Central States Elec. Corp. Sec. S. F. Deb. 
6s, due November 1, 1945, price 98% and 
interest, to yield about 6% per cent. 

7,000,000 Danish Consolidated Municipal Loan 30 
year Ext. S. F. Gold 5%s, due November 
1, 1955, price 98% and interest, to yied 
5.60 per cent. 

7,500,000 Republic of Peru 15 year Ext. S. F. Se- 
cured Gold 7%s, due November 1, 1940, 
price 97% and interest, to yield over 7% 
per cent. 

7,500,000 Cunard Steamship Co., Ltd., 2 year 5 
per cent Ext. Gold Notes, due December 
1, 1927, price 100 and interest. 

10,000,000 Rhine-Westphalia Elec. Power Corp. Di- 
rect Mtge. Gold 7s, due November 1, 1950, 
price 94 and interest, to yield over 7.53 
per cent. 

13,000,000 Trumbull Steel Co. 15 year Ist S. F. 6s, 
due November 1, 1940, price 96 and inter- 
est, to yield over 6.40 per cent. 

8,000,000 American Water Works & Elec. Co. Series 
“A” Deb. 6s, due November 1, 1975, price 
94% and interest, to yield over 6.35 per 
cent. 

5,000,000 Bremen (State of) Germany 10 year Ext. 
Gold 7s, due September 1, 1935, price 95% 
and interest, to yield 7% per cent. 

15,000,000 National Dairy Products Corp. 15 year 
Coll. Tr. 6s, due November 1, 1940, price 
98% and interest, to yield about 6.15 per 
cent. 

100,000,000 Kingdom of Italy Ext. S. F. Gold 7s, due 
December 1, 1951, price 94% and interest, 
to yield about 7.50 per cent., according 
to maturity. 

12,500,000 United Light & Power Co. Gold Deb. 6s, 
due November 1, 1975, price 92 and inter- 
est, to yield about 6.55 per cent. 

7,500,000 Westphalia United Elec. Power Corp ist 
Mtge. S. F. Gold 6%s, due December 1, 
1950, price 87% and interest, to yield 
7.62 per cent. 

10,000,000 Firestone Tire & Rubber Co. 7 per cent. 
Cumulative Preferred Stock, par value 
= per share, price 99 and accrued divi- 

end. 


The Coal Strike 


As the stocks of anthracite coal approach 
exhaustion the public shows an increasing in- 
terest in the strike situation, and more is said 
about the need for intervention by some gov- 
ernmental authority. The principal basis of 
the demand for intervention is the fact that 
intervention in coal disputes has been resorted 
to upon other occasions, but the public will 
do well to reflect that every settlement thus 
accomplished has resulted in higher prices for 
coal, 

The Federal government has no authority 
over mining operations or power to impose a 
settlement upon either of the parties to the 





dispute. The first official intervention was by 
President Roosevelt in 1902, when he invoked 
the power of public opinion to compel the an- 
thracite operators to accept arbitration. The 
arbitration resulted in higher pay to the 
miners and higher prices for coal, and at this 
late day we may assume that it was a proper 
settlement. However, inasmuch as every in- 
tervention since has resulted in higher wages 
and higher prices, there is a fair presumption 
that future proceedings of the same kind will 
have similar results, and it is not surprising 
that a good many people are not altogether 
clear that another intervention is desirable 
from the standpoint of the public. 

This time the operators have proposed ar- 
bitration from the beginning, but the miners 
have declined to arbitrate. Their position as 
stated by their officials is that they have a 
right to name for themselves the terms upon 
which they will work, which as a legal propo- 
sition is not now in dispute. It does not get 
them anywhere, however, so long as the oper- 
ators stand upon their equally well-established 
right to refuse to pay the wages which the 
miners name. 

The spokesmen for the miners say that they 
do not think that anybody outside of the 
miners themselves should have the power to 
determine what wages they shall take, a prop- 
osition which if conclusive in this case would 
seem to leave very little room for arbritation 
in the industrial field. 

In all industrial disputes, rights and inter- 
ests are in conflict and nobody can have his 
own way except at the expense of some one 
else. If a settlement adverse to the miners 
would affect their incomes unfavorably, it is 
equally true that giving them what they want 
would affect the incomes of all consumers un- 
favorably. Therefore, when the miners say 
that they intend to stand on their rights, they 
are not standing for any principle which af- 
fords a just settlement of industrial disputes ; 
they are simply saying that they intend to 
have the settlement as they want it, regardless 
of the effects upon other people. 

This position is untenable when the com- 
modity or service which is the subject of dis- 
pute is one essential to health and life, and 
the entire community is menaced. The right 
of the community to demand a fair settlement 
in order that its needs may be supplied can- 
not be questioned. Capital has been com- 
pelled to accept this principle, and although 
a disposition to show greater consideration 
for labor than for capital has prevented the 
adoption of compulsory arbitration, the moral 
obligation to accept fair terms for impartial 
arbitrament is none the less. 

Organized society is not far from the con- 
clusion that those who voluntarily assume the 
responsibility of supplying the community 
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with indispensable services, whether rendered 
by capital or labor, have no moral or legal 
right to conspire to suspend that service. The 
corollary of this is that such parties must be 
assured just compensation, but they need not 
expect to name it themselves. 


The Pooling Proposal 


In every dispute in the coal industry the 
question arises as to the ability of the oper- 
ators to pay higher wages without charging 
more for coal. The situation always is that 
some of them could do it and that others could 
not. This is because the production of the 
several properties sells for a practically uni- 
form price while the costs of production vary 
considerably in different mines. It is a well- 
known economic law that in every industry 
where costs vary the price of the product tends 
to be close about cost to the highest-cost pro- 
ducer whose product is required to meet the 
consumption demand. The low-cost producers 
get the same price and have the benefit of low- 
er costs. 

There is no more hardship to the public 
from the workings of this rule in the coal in- 
dustry than in other industries. It is true that 
coal is a natural form of wealth and the own- 
er of a low-cost mine may have expended no 
more capital in its development than a less 
fortunate operator has expended in the devel- 
opment of a high-cost mine, but the element of 
chance is a factor in the costs. A great amount 
of capital is expended upon mining operations 
without any returns. All explorations in 
search of minerals are subject to the risk of 
loss, and these losses are a part of the cost 
of the successful operations. The risk of loss 
is accepted for the possibility of unusual prof- 
its, and the latter cannot be correctly judged 
without taking account of the former. 

All plans for the compulsory pooling of high- 
cost and low-cost mines for the purpose of 
lowering the average price, are plans for con- 
fiscating part of the value of the latter after 
the risks have been borne and the uncertain- 
ties eliminated. The only just basis for pool- 
ing, and the only one that could be adopted 
under the constitution of the United States, 
would be the fair value of the properties at 
the time when the consolidation took place. 
Economies which might be effected in opera- 
tions would be a legitimate inducement for 
consolidations, but the purchase of all coal 
properties for the purpose of providing cheap 
coal would be an impracticable policy for many 
reasons. The government’s investment in ir- 


rigation projects affords an example of what 
might be expected from a venture in coal 
mines, except that the latter would require an 
enormously greater expenditure of capital, and 
would involve governmental operating activ- 
ities as well, 
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Italian Debt Settlement 


In the settlement with Italy as agreed to 
by the commissioners representing the two 
countries, the United States commissioners 
have adhered to the policy of insisting upon 
payment of the principal in full with an adjust- 
ment of interest to suit ability to pay. Where 
sums are to run for periods extending over 
half a century, as in the case of the war debts, 
the interest rate is the important feature of 
the obligation, and under this settlement the 
interest rate from now on is reduced almost to 
the vanishing point. 


The amount originaliy borrowed was $1,648,- 
000,000, and upon this interest was calculated 
in the settlement at 44%4 per cent to December 
15, 1922, and 3 per cent from the latter date 
to June 15, 1925, which is the same procedure 
as followed in the settlement with Belgium. 
The total as of June 15, 1925, thus obtained is 
$2,042,000,000, which is the principal sum 
agreed upon. The payments will be extended 
over sixty-two years, with no interest charged 
in the first five years. Beginning with the 
sixth year, interest is calculated at the rate 
of one- eighth of one per cent over ten years, 
then at one-quarter of one per cent over ten 
years, and rises to one-half per cent, three- 
quarters per cent and one per cent in succeed- 
ing ten year periods, and to two per cent over 
the last seven years. 

The total of all payments, principal and in- 
terest, is to be $2,407,000,000, rising as approxi- 
mately indicated by the following schedule: 





Annual Payments 





First five years... $5,000,000 

6th to 16th Year.........ccccrosssesees 14,000,000 to $18,000,000 
16th tO 25th YEar.....cccccccccorceserseees 20,000,000 to 26,000,000 
26th to Bbth YeEar........crcccccecrrreeeee 31,000,000 to 38,000,000 
BEth tO 45th Vear.....cccccorecssreseree 43,000,000 to 62,000,000 
46th to 56th year......ccccccecersesseee 56,000,000 to 67,000,000 
BEth tO 62d YeOarneecuccerccrccsscssssersee 73,000,000 to 80,000,000 


The United States Comission states that it 
has made an exhaustive examination into 
Italy’s resources and believes that more should 
not be exacted. It has been generally recog- 
nized from the first that a very liberal settle- 
ment would have to be made with Italy, al- 
though the Italian government has shown a 
strong desire to satisfy its creditors. The 
population of Italy has increased steadily and 
rapidly until it approximates 40,000,000 and as 
the country is the most mountainous in 
Europe, excepting Switzerland, the arable land 
is insufficient to provide bread grains for the 
people, although considerable quantities of 
dairy products are exported. The mineral 
resources are slight, which has been unfavor- 
able to the industrial development required to 
utilize the labor supply, and Italian laborers 
have been forced to go abroad in great num- 
bers to find a livelihood. The remittances of 
these laborers and the expenditures of foreign 
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tourists in Italy have been the country’s main 
dependence in the settlement of its adverse 
balances in foreign trade. 

It is obvious that no such an amount of for- 
eign indebtedness ever could have been created 
by Italy under any circumstances but those 
under which the present indebtedness was in- 
curred, to-wit, in a war wherein that country 
was associated with other countries which 
were interested in furnishing Italy with sup- 
plies. These circumstances give Italy a valid 
claim to considerate treatment. 


Italy’s Future 


Notwithstanding the limited natural re- 
sources of the country and its lack of capital, 
the future of Italy may be regarded as more 
promising at this time than ever before. The 
population furnishes the basis for great indus- 
trial development. The man-power is there, 
but man-power alone does not enable a coun- 
try to compete in modern industry. It must 
be supplied with capital equipment. The want 
of coal has been a serious drawback. England 
became the leading industrial country by rea- 
son of her coal, machinery and labor supply. 
The mountain streams of Italy now afford op- 
portunity for the development of cheap power 
on a large scale, and already the industries are 
showing the effects of this stimulus. Labor is 
cheaper there than in any other industrial 
country, simply because Italy is poor in capital, 
but cheap labor and cheap power will exert a 
powerful influence to bring capital into the 
country. With the increase of productive 
power a new era will open to Italy; with en- 
larged employment for her people, a higher 
standard of living, an increase of both ex- 
ports and imports, and general improvement 
in economic conditions. 

The settlement of the war debts clears the 
way for placing the finances of the country on 
a sound basis. A government loan of $100,- 
000,000 in the New York market immediately 
followed the settlement with the United States 
government, and will be used for the purpose 
of stabilizing the currency. The sum is small 
in comparison with the war debts, and unlike 
them it is for an economic purpose. The bud- 
get is balanced, with revenues sufficient to 
provide for the debt-payments and interest on 
the new loan. 


The Problem of Transfer 


The much-talked-of problem of transfer, or 
in other words the problem of exchange re- 
quirements, is not receiving much attention in 
the debt settlements or loan negotiations. It 
was one of the most important factors con- 
sidered by the Dawes Committee, but it had 
not occurred to anybody that the Allies might 
put Germany in position to pay reparations by 
lending her the money! 


The Dawes Committee had to deal with the 
problem of actual payments by means of goods 
or services from one country to others, but in 
the settlements which are being made with the 
United States this problem is being pushed so 
far into the future as to be a matter of no 
present concern. 

Great Britain is the only country whose bor- 
rowings in this country will not more than 
cover its payments here for a good many years 
to come. 


The Natural Flow of Capital 


This is inevitably so. The other countries 
indebted to the United States government are 
short of capital and still struggling with the 
task of balancing the budgets and re-establish- 
ing their currencies on a sound basis. Consider- 
ing the relative supplies of capital here and 
in those countries it would be uneconomical 
and abnormal to have capital flow this way. 

We referred last month to the rate of in- 
terest which the farmers of Germany must 
pay for the mortgage loans which are supplied 
from the proceeds of the Rentenbank loan 
lately placed in this country. Business loans 
command similar rates, and this ss the situa- 
tion over the greater part of Europe. Under 
such conditions any attempt to move capital 
from there to here would intensify the scarcity 
there and the comparative plethora here, and 
cause it to flow the other way in countless 
streams. It is as natural as the flow of water 
down hill. 

It must not be thought that capital is going 
only through loans on the public market. 
Other investments are going on constantly. 
Announcement has been made in the last 
month that the Anaconda Copper Company has 
taken an option on the most important zinc- 
producing property in Europe. The General 
Motors Company has bought into control of 
the Vauxhall Motors Company of England by 
furnishing capital for the expansion of the 
business. The Union Carbide and Carbon 
Company of New York has recently sold a 
bond issue in this market for the purpose of 
financing a water-power development in Nor- 
way. The late James B. Duke expended a 
great fortune in water-power development in 
Canada. A hosiery company of Tennessee is 
establishing a hosiery factory in England. 
The Guggenheims have sold a bond issue for 
the development of nitrate deposits in Chili, 
and so the news runs on from day to day. The 
investors are not giving much thought about 
how they can transfer this capital back to the 
United States —no more than investors of 
our eastern states have given to how they 
would be able to withdraw the capital which 
they have invested west of the Mississippi 
river. The main thing in both cases is that 
the investments shall be profitable, as in that 
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case the original holders will be able to with- 
draw at will by selling, as they get out of any 
corporation. 

It is altogether probable that the aggregate 
of the foreigr. investments of the people of the 
United States never will be less than it is now, 
in which case of course there will be no actual 
return of the principal. 


Natural Diffusion of Wealth 


The situation illustrates that the whole 
world is becoming a common field for enter- 
prise and investment, with a strong tendency 
for capital to go where it is most needed. It 
is a wholesome tendency, for where it is most 
needed industrially is where it will produce the 
largest results, and in the long run the whole 
world will benefit by having the normal 
equilibrium restored. 

It is an economic truism that the benefits of 
capital accumulations are not confined to the 
owners, and the present situation shows that 
the natural diffusion is not limited by national 
boundaries. 

It is true of nations as of individuals that 
they cannot hold increasing wealth to them- 
selves; there is a principle of distribution 
which will have its way. Our efforts to col- 
lect the government debts in most instances, 
will work out that we will lend in the public 
market what is paid to the Treasury, and that 
the debtor countries will have the use of it 
as long as it is worth more to them than it 
is to us. 

The doubts which are prevalent about the 
prompt and complete performance of the repa- 
ration compact by Germany are due to a be- 
lief among economists that it will be first 
necessary to completely restore the scarcity of 
working capital in Germany which is evi- 
denced by the present high interest rates. In 
other words, the debtor countries must be 
made prosperous before they can pay their 
debts. 

The modern world is too intimately related 
for it to be possible to make a poor country 
poorer and have its neighbors gain anything 
thereby, and this of course applies to debt- 
payments as well as reparations. 

There could be no more effective demonstra- 
tion of the insensate folly of war, and of all 
efforts of nations to inflict injuries upon each 
other, than is afforded by the efforts to col- 
lect reparations and debts. 


President Coolidge Upon Foreign Investments 


President Coolidge in an address before the 
Chamber of Commerce of New York touched 
upon the services which American capital is 
rendering for the rehabilitation of Europe and 
the development of world resources in a man- 
ner which clearly shows his view of the obli- 
gations and interests of the United States. 
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We have not the space to quote him in full 
but give these interesting extracts: 


Out of our surplus savings we have been able to 
advance great sums for refinancing the old world 
and developing the new. While Europe has attract- 
ed more public attention, Latin America, Japan and 
even Australia have been very large participators in 
these loans. 

If rightly directed, they ought to be of benefit to 
both lender and borrower. If used to establish in- 
dustry and support commerce abroad, through add- 
ing to the wealth and productive capacity of those 
countries, they create their own security and in- 
crease consuming power to the probable advantage 
of our trade. 

But when used in ways that are not productive, 
like the maintenance of great military establish- 
ments or to meet municipal expenditures which 
should either be eliminated by government economy 
or supplied by taxation, they do not appear to serve 
a useful purpose and ought to be discouraged. Our 
bankers have a great deal of responsibility in rela- 
tion to the soundness of these loans when they un- 
dertake to invest the savings of our country abroad. 

I should regret very much to see our possession 
of resources which are available to meet needs in 
other countries be the cause of any sentiment of 
envy or unfriendliness toward us. It ought every- 
where to be welcomed with rejoicing and considered 
as a part of the good fortune of the entire world 
that such an economic reservoir exists here which 
can be made available in case of need. * * * 

What we have done for France, Italy, Belgium, 
Czecho-Slovakia, Poland and other countries, is all 
a piece of the same endeavor. These efforts and 
accomplishments, whether they be appreciated at 
home or received with gratitude abroad, which have 
been brought about by the business interests of our 
country, constitute an enormous world service. 

Others have made plans and adopted agreements 
for future action which hold a rank of great im- 
portance. But when we come to the consideration 
of what has been done, when we turn aside from 
what has been promised, to examine what has been 
performed, no positive and constructive accomplish- 
ment of the last five years compares with the sup- 
port which America has contributed to the financial 
stability of the world. It clearly marks a new 
epoch, 

This holds a distinctly higher rank than a mere 
barter and sale. It reaches above the ordinary 
business transaction into a broader realm. America 
has disbanded her huge armies and reduced her 
powerful fleet, but in attempting to deal justly 
through the sharing of our financial resources we 
have done more for peace than we could have done 
with all our military power. 


What the President has said about the use 
of capital supplied by America is fully appre- 
ciated by bankers, and the loans that have been 
negotiated have been practically all for con- 
structive purposes, including currency stabil- 
ization. 


Confirmation of this may be had from the 
press reports. The following is a cable mes- 
sage from the New York Times: 


Brussels, Nov. 26.—Under the headlines, “We Are 
Governed by Foreign Bankers,” the Belgian Right 
press today violently criticizes all those concerned in 
the Belgian loan negotiations with the United States 
for their action, which has just been revealed, in 
promising to effect a reduction of 150,000,000 francs 
in the budget. 

It was former Foreign Minister Jaspar who during 
yesterday’s discussion of the budget in committee 
pressed M. Vandervelde, Foreign Minister, for con- 
firmation or denial of the report published by several 
newspapers that American banks had demanded a 
reduction of expenditures by that amount. If it 
were so, said M. Jaspar, the only conclusion to be 
drawn was that Belgium was under the rule of 
American and English financiers who were able to 







December, 1925 








dictate their conditions. “What, then, is the use of 
the Belgian Parliament?” asked M. Jaspar. 

M. Vandervelde replied that the facts as revealed 
were substantially correct, although the figure was 
not as stated. ‘The Government, he said, had to 
choose between obtaining the necessary loan or aban- 
doning the idea of stabilizing Belgian money. Faced 
with this necessity, it had decided that despite the 
unpopularity of such a measure and despite the in- 
evitable crisis which would result from its operation, 
it must submit to the demands of the foreign capi- 
talists in order to obtain the stabilization of the 
franc. Continuing, M. Vandervelde argued that the 
Locarno accord made it possible to cut 25,000,000 
from the War Ministry appropriations, while the rest 
of the money would have to be economized elsewhere. 

L’Independence Belge, criticizing this action, says: 

“Unless these reports are denied immediately, to- 
tally and categorically, it must appear that under 
the dictates of the bankers with whom the Govern- 
ment negotiated, the army will have to be further re- 
duced. It seems to us that M. Janssen has somewhat 
forgotten the dignity of Belgium. We have not yet 
fallen so low as that and we do not want to be 
treated in that fashion. We are our own masters 
and we intend to remain so. No one outside our 
frontiers can be allowed to dictate to us on measures 
which we think fit to take for our security. 

“If we are told that we must sacrifice our army 
for our financial rehabilitation, our reply is we would 
prefer to delay two or three years this redressment 
of the franc rather than accept a diminution of our 
sovereignty and a reduction of our military estab- 
lishment below the necessities of national defense.” 


These outbursts probably are not to be taken 
more seriously than similar talk about the 
imperialistic policies of Wall Street and the 
Money Power in the United States. The re- 
sponsible government of Belgium knows that 
the conditions which have been discussed in 
connection with the proposed loan are in- 
tended to place the finances of that country 
on a sound basis, protect the investors in Bel- 
gian securities and make the securities ac- 
ceptable to foreign investors. It has been 
proposed to issue this loan partly in London 
and partly in New York, and the conditions 
are the same for both issues. 


The Railroads 


President Mitchell, of this Bank, addressing 
the Bankers’ Club of Detroit on the 18th in- 
stant, in a brief survey of the chief factors in 
the present state of prosperity, touched upon 
the part the railroads have played by their 
prompt and efficient service. “Few people,” he 
said, “fully realize what a blessing efficient rail- 
road service is to industry. Instead of enor- 
mous inventories being required, as a few years 
ago, the railroads are making it possible for 
raw materials and products to flow in and out 
of factories with clock-like regularity, and in- 
ventories are kept down to a point that five 
years ago would have been thought impos- 
sible.” 

Mr. Mitchell expressed the hope that Con- 
gress would not alter the last transportation 
act, and the opinion that the railroads should 
be allowed to go on under the rules which it 
laid down, and under which they have been 
working in good faith. “Their expenditures,” 
he said, “of over $7,000,000,000 per year for 





materials, supplies, wages, taxes, interest and 
dividends are such an important factor in the 
business situation it is almost imperative to 
keep this purchasing power alive and healthy.” 


Testimony upon the value to the public of 
improved transportation service is offered by 
business men in all lines. Mr. Charles S. Keith, 
of Kansas City, one of the large lumber dealers 
of the middle west, has written a letter of 
acknowledgment to the President of the 
Union Pacific System in which he has set forth 
what it has accomplished in the lumber trade 
in definite terms. The letter says, in part: 

“The average retailer in Missouri, Kansas, and 
Oklahoma is anticipating his requirements only eleven 
days in advance. In Texas the rule seems to be seven 
to nine days; in Chicago twelve days to three weeks, 
depending upon the territory from which the ship- 
ment is to come, all of which means that they are 
taking advantage of the saving in transit time and 
have reduced their stocks to a very low minimum. 

“It is estimated that during the last three years 
the stocks throughout the country have been reduced 
to such an extent that such reduction has been equi- 
valent to 12% per cent increase in production of lum- 
ber in the United States. At least, that much more 
— has been available than otherwise would have 

een. 

“Furthermore, this means that approximately $600,- 
000,000 have been taken out of stocks and accounts 
in the lumber industry since 1923. As lumber only 
contributes 8% per cent to the car loadings, it is fair 
to assume that at least 50 per cent of the apparent 
saving of $7,000,000,000—or $3,500,000,000—has been 
saved to the industry in the United States. of 
course this figure does not take into consideration 
the saving in interest. It has had, however, a great 
effect on the money market through the piling up of 
money in the banks. 

“I am wondering what would happen if the trans- 
portation service should slow down and, for instance, 
double the time of delivery.” 


It will be noted that Mr. Keith’s figures are 
based on comparison with 1923, and not with 
the more serious conditions which existed in 
1920. The hand-to-mouth buying so often re- 
ferred to in market circles is largely the result 
of prompt railroad service, and unquestionably 
Mr. Keith is right in saying that it has been 
an important factor in the low interest rates 
at which the business public has been able to 
supply its credit requirements. The farmers 
have shared in the benefits through the prompt 
service by which the great crops of the last 
two years have been moved to market. 

There has been practically no delay in sup- 
plying cars during the present year, although 
the number of cars loaded with freight has 
been well above any past record. On October 
31, which is about the crest of the year’s traf- 
fic, the railroads had 111,619 surplus cars in 
good order immediately available for service. 


Railroad Achievements Since 1920 


The railroads were turned back by the Gov- 
ernment to their owners in March 1920, in a 
demoralized condition, the result of under- 
maintenance during the war period and low- 
ered morale among employes, with grave dif- 
ficulties to be overcome. The reclassification 
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of employes under the governmental regime 
had imposed serious burdens in addition to 
the necessary increase of wages. Large sums 
of additional capital were required to enable 
the roads to render the service required and 
to lower operating costs, but capital had been 
poured into war operations to such an extent 
that it was scarce and dear. To raise it by 
the sale of railroad stocks was out of the ques- 
tion, for the public would not buy them, and 
the companies were obliged to increase the 
body of indebtedness ranking ahead of their 
existing stock issues. In the five years, 1920- 
24, about $2,500,000,000 of new capital was 
raised for the railroads, but of this only about 
4¥, per cent was raised by the sale of stock. 


In order to aid the railroads in raising the 
needed capital the transportation act of 1920 
was passed, with the provision that the Inter- 
state Commerce Commission should fix a fair 
rate of return upon the aggregate value of 
railroad property and fix the charges with a 
view to allowing the railroads to earn in the 
aggregate this rate. This provision has been 
denounced as special legislation in behalf of 
the railroads, but the purpose of it was to give 
assurance to investors that the governmental 
power to restrict railroad earnings would not 
be exercised to prevent the railroads from pay- 
ing a fair return upon the capital employed in 
giving transportation service. Unfortunately 
the assurance has not been effective, for five 
years have elapsed since it was given and in 
no one of them have the aggregate earnings 
upon railroad property been equal to the “fair 
return” named by the Commission. In these 
five years the earnings of the Class I roads 
have fallen $1,289,241,148 short of that return. 


Operating Economies 


It cannot be said that the railroads have 
failed to do their part since 1920. The out- 
look was gloomy then. There were many pre- 
dictions that private ownership would be put 
to the supreme test and would be unable to 
deliver the required service. The manage- 
ments, however, have displayed courage and 
capacity. The companies having the credit to 
do so have pledged the equities of the stock- 
holders freely for new capital to improve the 
service and effect economies in operation. 
They have raised the efficiency of operations, 
reducing coal consumption and other expenses, 
increasing the weight of their trains and the 
daily mileage of freight cars. 


One of the items of improved practice illus- 
trating the careful study of the details of costs 
is the increase in the length of the standard 
rail from 33 to 39 feet, recently agreed to by 
the American Railway Association. This in- 


crease in the length of the rail from 33 feet to 
39 feet means a reduction of 16 per cent in the 
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number of rail joints while it also will mean 
a saving in maintenance costs of about one- 
sixth of the expenditure required for bolts, 
nuts, joint bars and spring washers used in 
connecting rails together. 

These savings are small, but when every 
detail of expenditures is studied in like man- 
ner the aggregate is of pronounced importance. 
The largest economies have been accomplished 
in the improvement of locomotives and road- 
way, enabling a regular train crew to handle 
double the freight tonnage of twenty years 
ago and make better time with it. The Pres- 
ident of the Southern Railway System is au- 
thority for the statement that the proceeds of 
$20,000,000 borrowed in 1923 has been so in- 
vested that it is yielding 20 per cent interest 
through the economies it has accomplished. 
Fortunately the Southern had the credit to ob- 
tain the loan. 


Improvement in Machine Shop Equipment 


Improvement in machine shop equipment 
has been an important factor in the reduction 
of operating expenses. The introduction of 
high speed steel has revolutionized machine 
shop work, but the first effect is to render ob- 
solete most of the equipment of twenty years 
ago. The lathes, drills and mills of that period 
are too expensive in man-power for the present 
time, besides being inadequate to present-day 
work. 

In the last fifteen years, there has been an 
enormous increase in the size and tractive 
power of locomotives, which has led to the 
adoption of large steel castings, some alloy 
steel and alloy stee: forgings. Naturally, much 
more powerful and modern tools are needed 
to accomplish the necessary repairs. 

Mr. Loree, President of the Delaware & 
Hudson, in Railway Age of January 25th, said: 
“Perhaps the point in which railroad facilities 
are the weakest is in the machine tool equip- 
ment of the repair shops. The development 
of machine tools received a great impetus from 
a war and from the growth of a new industry. 
During the past fifteen years we have had the 
World War, and the development of the auto- 
mobile business. The effect has been to revo- 
lutionize machine tools and to render obsolete 
a large part of the machine tool industry.” 

Locomotives are earning only when on the 
road. It is evident that cutting down the re- 
pairing time of a locomotive will increase its 
earning time. A minimum of one extra trip 
per month would produce enough additional 
revenue to pay not only the fixed charges, but 
return the entire capital investment each year. 

The railroads which are so fortunate that 
their earnings make them forehanded are get- 
ting this equipment, but others, needing it 
more, are getting it in a piece-meal way. 









December, 1925 


Improvement in Locomotives 


After improvements in the roadway, mainly 
by the elimination of grades and curves, im- 
provements in the locomotives have been the 
master factor in operating economies. In the 
first seven months of 1925 fuel cost the rail- 
roads $188,403,445, against $211,374,783 in the 
corresponding months of 1924. 

This saving of $22,971,338 resulted partly 
from a decrease in the price and partly from 
economies effected by the management. 

The railroads moved every 1,000 tons of 
freight one mile during this time on thirteen 
pounds of fuel less than was used in the first 
seven months of 1924. They also moved every 
car in a passenger train one mile on 1.1 less 
pounds of fuel. In this way 2,209,529 tons 
were saved. 

Notwithstanding this saving the average 
number of cars per freight train was increased 
from 40.9 in 1924 to 43.1 in this year, and the 
net tons per train from 696 to 731. Further- 
more, in spite of the heavier and longer trains 
the freight traffic of the country moved four- 
tenths of a mile faster this year than last. 

In passenger service the saving of fuel and 
costs was effected despite an increase in pas- 
senger-train car-miles of 27,300,000 over the to- 
tal for the first seven months of 1924. 

It must be borne in mind that this showing 
represents the saving by the introduction of 
only a comparatively few of the latest type of 
locomotives. The improvement of equipment 
is progressive and constant, and the companies 
cannot afford to immediately discard the older 
types to make room for the latest. The 
changes must be made gradually. 

Among the devices which have brought 
about a higher efficiency of the use of fuel in 
locomotives, according to Thomas C. McBride, 
a former President of the Engineers’ Club of 
Philadelphia, are the brick arch in the firebox, 
the steam superheater and the locomotive feed 
water heater, which has come up in the last 
five years, and is now being used on most of 
the new locomotives. 

In the superheater the steam is heated to a 
point where it is dry and its volume is in- 
creased, giving an increase in power, or effi- 
ciency, estimated by the late Julius Krutt- 
schnitt at 20 per cent. 

The locomotive feed water heater uses a part 
of the exhaust steam to heat the water from 
the tender before it is ejected into the locomo- 
tive boilers. Before the introduction of the 
heater, steam used to operate the locomotive 
was diverted to warm up the boiler feed water. 
The saving thus effected through the use of 
latent heat in exhaust steam represents an 
actual saving in fuel equal to the amount that 
would be required to create enough “live 
steam” to warm up the cold water from the 
tender. 


Another advantage of this invention is the 
condensation of some of the exhaust steam, 
permitting it to be returned as hot water to 
the boilers. In this respect the total recovery 
of the water in the exhaust steam is from 15 
to 18 per cent, of which 13 to 16 per cent comes 
from the locomotive exhaust and 2 per cent 
from the pump exhaust. This conservation 
lessens the number of stops the locomotive 
must make to take on water. 


The Three-Cylinder Locomotive 


The most outstanding development in mod- 
ern steam locomotives is the introduction of 
the three-cylinder locomotive. While their 
aggregate number in actual service in this 
country is small compared to the total 
number of locomotives in service, eleven of the 
principal railroads in the United States have 
been testing them out for the past two years 
with highly satisfactory results. It is said for 
them that a more even tractive effort gives 
greater power to the weight of the locomotive 
and to a given consumption of coal. On one of 
the eastern railroads where a number of the 
three-cylinder locomotives have been in serv- 
ice for more than a year, a three-cylinder 
locomotive replaces two two-cylinder locomo- 
tives previously used on a particular division, 
and the coal consumption of the three-cylinder 
engine was about a ton and a half less than 
the coal consumed by one of the two two- 
cylinder locomotives previously employed on 
this same run. 


On the Southern Pacific Railway there were 
placed in service early this year sixteen very 
large three-cylinder locomotives. The results 
so far obtained have been eminently satisfac- 
tory from the traffic point of view, in that the 
three-cylinder locomotives are capable of haul- 
ing 500 more cars per month than similar 
weight and type two-cylinder locomotives in 
use on the same road and over the same divi- 
sion. The record of the above performances 
are duplicated on other roads where the three- 
cylinder locomotive has been used. 


The three-cylinder locomotive was first put 
into use in Europe. Mr. Herbert N. Gresley, 
chief mechanical engineer of the London & 
Northeastern Railway, has made the following 
statement about its experience with them: 


“There are twenty of this two-cylinder type and 
fifty three-cylinder ones. Taking the average coal 
consumption of all these engines for the whole of 
the year 1924, conclusively shows the advantage of 
the three-cylinder arrangement, the saving in coal 
being 13% per cent. 

“It may be of interest to note that the fuel con- 
sumption of 93 superheated two-cylinder Atlantic 
engines during the whole of the year 1924, working 
over the section of the railway between York and 
London, averaged 51.1 lbs. per mile, but the con- 
sumption of 22 superheated three-cylinder Pacific 
engines of 50 per cent greater power, running over 
the same section averaged 54 Ibs. per mile, although 
the latter engines were engaged on much heavier and 
faster work, indicating that there is little difference 
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in the coal consumption of a two-cylinder ‘Atlantic’ 
and a three-cylinder Pacific.” 

Mr. Gresley also states that the three- 
cylinder locomotives are superior in the amount 
of mileage made without general repairs, a fact 
“attributable principally to the lower pressures 
transmitted through the pistons and connect- 
ing rods, and to the better balancing which 
can be obtained with three-cylinder engines.” 


Summing up of Locomotive Improvements 


The noticeable economies in fuel consump- 
tion effected by the modern locomotive, the 
greater power it develops through the use of 
three instead of two cylinders, the application 
of automatic stokers and power reverse gears 
which eliminate the physical endurance factor 
of the crew, the increased power of the boiler 
through the use of superheaters and feedwater 
heater—the combined effect of all of the above 
economies and factors—have made it possible 
for the railroads in the United States to handle 
the greatest traffic in the history of the coun- 
try with a lesser number of locomotives than 
in use before. This to some extent explains 
why the railroads during the past two years 
have ordered a much less number of locomo- 
tives than were actually scrapped for obso- 
lescence or other causes. 

The Railway Age of recent date gave figures 
for locomotive retirements, from which we take 
the following paragraph: 

“The extent to which the railways are relying on 
improvements in an increased tractive power of loco- 
motives, and on more efficient use of those available, 
to enable them to handle increased freight business 
is shown by the decline in the number of locomotives 
on line which went on steadily in the ten months 
which ended with July. In these months the number 
of locomotives installed was 1,655, while the number 
retired was 2,314, Meantime the number stored 
actually increased, being 5,424 on October 1, 1924, 
and 6,313 on August 1, 1925. The total locomotives 
the Class I roads had on line on August 1, was 63,921.” 

Locomotives had developed beyond the 
physical capacity of one fireman, and on the 
larger engines the labor was severe for two 
men. The automatic stokers do away with 
coal-shoveling and make the fireman’s job one 
of supervision instead of hard labor. The 
task of the engineer is lightened in like man- 
ner. These changes are in line with the ten- 
dency throughout industry to relieve the work- 
man of toilsome drudgery by putting him in 
command of machinery. 


Long Locomotive Runs 


The New York Central Railroad on April 1st 
of this year inaugurated a practice of running 
its passenger locomotives between Chicago 
and Buffalo, in both directions, through with- 
out change. This run, over a distance of 520 
miles, is one of the longest, if not the longest, 
established with coal-burning locomotives. 
Formerly nine locomotives were used for the 
passenger trains between New York and Chi- 
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cago over the New York Central Lines. At 
the present three or four locomotives are used. 

The Southern Railway is now running pas- 
senger locomotives long distances over half a 
dozen of its main lines as follows: 


Between Washington and Atlanta, 637 miles, two 
engines instead of four, changes being made at 
Spencer, N. C., the changes formerly made at Mon- 
roe, Va., and Greenville, S. C., having been eliminated. 

Between Cincinnati and Jacksonville, 840 miles, 
three engines are used instead of six, changes being 
made only at Chattanooga and Macon. Formerly 
engines were also changed at Somerset, Atlanta and 
Valdosta. 

Between Cincinnati and New Orleans, 836 miles, 
three engines are used instead of five, changes being 
made only at Chattanooga and Meridian. Engines 
are also being run through without change between 
Bristol, Va., and Chattanooga, Tenn., 242 miles; 
Chattanooga and Memphis, 314 miles; Atlanta, Ga. 
and Columbus, Miss., 290 miles; Louisville, Ky., and 
St. Louis, Mo., 274 miles; and Rome, Ga. and Merid- 
ian, Miss., 300 miles. 


In a report on locomotive utilization pre- 
sented at the 1925 annual meeting of the Me- 
chanical Division of the American Railway 
Association, held last June, the following state- 
ment of results from long locomotive runs was 
included: 


“As a result of this experience we have extended 
this method of operation until we have all main line 
power, both freight and passenger, assigned to long 
runs. The only exceptions are the local und branch 
trains. Our passenger locomctives are now assigned 
to runs from 483 to 640 miles in length and freight 
locomotives from 225 to 337 miles. 

‘From an economical standpoint this method of 
operation has met our fullest expectation; the saving 
in locomotive investment and in intermediate terminal 
improvements and maintenance, and the reduction in 
the amount of fuel used at intermediate terminals, 
represents a large saving in our operating costs.” 


The inauguration of long runs for both pas- 
senger and freight locomotives on the Burling- 
ton Railroad resulted in the release of quite a 
number of locomotives for other service as 
illustrated in the following: 








Former average daily locomotive mileage.............. 180 
Present average daily locomotive mileage............ 252 
Miles per day increase. 72 
Percentage increase 40 
Locomotives released to other sService............s0s00e . 28 


Back in 1904 a consolidation locomotive 
brought out by the Pennsylvania Railroad 
weighed 97 tons and developed 1,000 horse- 
power—or practically one horsepower for every 
200 pounds of weight. Recently this same 
railroad brought out a 2-10-0 type of locomo- 
tive weighing 185 tons, which develops 3,500 
horsepower—or practically one horsepower for 
every 105 pounds of weight. 


A New Oil-Electric Drive 


The very latest thing in locomotive develop- 
ment is an oil-electric drive, which is arousing 
much interest. 

The principle of the oil-electric locomotive 
is an internal combustion oil engine, using 
low-grade fuel oil, which drives an electric 
generator. The current is supplied to motors 
on the axles of the locomotive. It consumes 
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fuel only when actually running and is noise- 
less and smokeless. It is especially adapted 
for switching service, as indicated by the fol- 
lowing report of a test on the Jersey Central: 

“In the course of six days’ operating the locomo- 
tive handled and distributed 431 cars, moving them 
on and off twenty-six car floats. The work was done 
in 61 hours and 60 minutes, during which the loco- 
motive consumed fuel. A steam locomotive, in the 
same service, handled and distributed 430 cars, also 
on and off twenty-six car floats, doing the work in 
seventy-five fuel-consuming hours. Incidentally, the 
steam locomotive stood by, ready for work, with its 
fires banked for sixty-nine additional hours—burning 
coal all that time. During this time the total fuel 
and lubricating cost of the steam locomotive was 
$73.35, while that of the oil-electric was only $11.90.” 


It is announced that five of the largest rail- 
road companies entering New York have 
placed orders for these locomotives for switch- 
ing service. The builders claim that their use 
will not be limited to switching service, but 
that they will show important economies for 
line service, drawing trains or for single pas- 
senger cars. One car with this motive power 
has made the run from Montreal to Vancouver 
over the Canadian National Railways with an 
average running time of 52 miles an hour. 


Improvements Require Capital 


This brief review of improvements pending 
and in course of adoption on the railroads 
gives some idea of the advantageous use they 
can make of capital and of the gains which 
may be realized by the public if railroad man- 
agements are supported in making expendi- 
tures of this character. Such outlays, how- 
ever, mean the scrapping of capital equip- 
ment, and additional capital charges. In the 
end the new outlays will pay for themselves, 
but years will be required to do it, and mean- 
time will they be allowed to retain the earn- 
ings required to do it? Moreover, who knows 
what other improvements will be coming 
along? The public is interested in the adop- 
tion of bona fide improvements, for one im- 
provement is a link in an endless chain, lead- 
ing to others, while a policy of resistance to 
innovations means that progress is held at a 
standstill. 

Some of these capital improvements are not 
expected to pay interest on cost. The Chicago 
& Northwestern Company is equipping 150 
miles of road with automatic train control de- 
vices at a cost of $3,500 per mile. That sum 
alone would represent a large part of the orig- 
inal cost of building the main line of a 
western railroad in an early day. The 
avoidance of train accidents will save money 
for the companies, but not enough to justify 
this outlay as a simple matter of economy. 
The protection of life for the employes and 
the traveling public is the important consid- 
eration for this expenditure, which all the 
pe will be required to make at an early 

ay. 
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Business Must Pay 


No business will be progressive unless it has 
a chance to be prosperous. Where is the in- 
ducement to improvements if no share of the 
benefits come to those who make them, and 
who bear the risk of inadequate returns which 
all innovations involve? The policy of railroad 
regulation is that of holding the returns down 
to nominally about the average return on real 
estate mortgages, and skimping that, as the 
record shows over the last five years. This will 
be the best year the railroads have had since 
1916, but the net earnings over nine months 
to and including September equal only 4.77 
per cent on the aggregate capital investment. 

Certain of the strongest roads, strategically 
placed, and which have pursued over many 
years the policy of paying out only part of 
the earnings in dividends, have been able to 
make the improvements which yield the econ- 
omies described above and others, but other 
roads are unable to do so, and the manage- 
ments are subjected to criticism, although 
without the earnings or credit to follow a like 
policy. 

The fundamental error in the public’s atti- 
tude toward the railroads is that it thinks of 
the situation as static, whereas it is inevitably 
a changing one. It thinks of the railroads as 
completed, with nothing required but that they 
shall run regular trains day after day in a rou- 
tine way, whereas it is highly important that 
the transportation industry shall constantly 
display initiative and enterprise. 

The popular theory of regulation appears to 
be that in good years, when earnings approach 
the “fair return,” the roads are doing well 
enough, and that in bad years, when they fall 
far behind, the public cannot afford to allow 
increases. 


Growing Needs of the Country 


The real explanation doubtless is that the 
public thinks of the railroads as completed, 
having little conception of the enormous 
amounts of new capital constantly required to 
keep this capacity up to the growing needs of 
the country. The following figures show the 
increase of population and of industrial out- 
put from 1899 to 1923, and the increase of rail- 
road tonnage in the same time, given in per- 


centages: Percentage 
1923 a 1899 





Population 





Agricultural Production  ........000cceseceee 38 
Mining Output ......... 236 
Manufacturing Output ....ccccccccccscssccsssees 177 
Railroad Ton Miles 235 





As the population grows and industrial pro- 
duction continues to increase faster than pop- 
ulation, the demands upon the railroads must 
increase, and if the increased capacity is to be 
supplied by private initiative and private cap- 
ital the rewards must correspond approximate- 
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ly to what they are in other departments of 
industry. To deny this is not intelligent pub- 
lic economy. 

The railroads should be planning ahead for 
the handling of the traffic which is certain to 
develop, and be making the capital expendi- 
tures necessary. It does not require extraor- 
dinary vision or sagacity to recognize that this 
expansion of capacity cannot be financed alto- 
gether on borrowed capital. The constant ad- 
ditions to debt will steadily reduce the mar- 
gin of proprietary capital which the lender 
looks upon as security and on account of which 
he accepts a comparatively low return. If 
this margin becomes inadequate bonds will 
be regarded as no better than stock, and bond 
interest will have to be as high as stock divi- 
dends, or no capital will be available for the 
railroads. 


Distribution of Industrial Gains 


In concluding this brief review of improve- 
ments being accomplished in transportation 
service by invention and management, with 
the indispensable aid of new capital, we can- 
not forbear reverting to a subject frequently 
discussed in these columns, and particularly in 
the last number under the heading, “A New 
Labor Declaration.” Continuing that discus- 
sion, we would again emphasize that indus- 
trial gains like these, which are being con- 
stantly made in all the industries, are the 
real means of raising the standard of living 
for the population, rather than wage-advances 
in terms of money. The latter are competitive 
as between the different groups of wage- 
workers, for where successful they simply 
improve the position of one group by raising 
the cost of living for the others, and if all 
wages could be raised at once and equally, the 
position of the wage-earning class would be 
changed but slightly, and if at all, at the ex- 
pense of the farmers and other people equally 
deserving. 

The jacking up of wages and prices by ar- 
bitrary means is a continuous process, one 
move counterbalancing another, yielding no 
general benefits, significant of no real progress, 
but costing all classes heavily through the 
friction, antagonisms and losses which are in- 
cidental to industrial strife. 

The gains by which a given tonnage of 
freight can be transported with a lower con- 
sumption of coal, by which coal is fed into the 
locomotive firebox automatically and without 
the hard manual labor formerly required, by 
which a carload of coal is lifted into the air 
by machinery and dumped without manual 


effort, by which much of the laborious and 
dangerous work of coal-mining is now done 
by machinery, by which construction work is 
facilitated by powerful equipment and im- 
proved materials—these gains which repre- 
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sent the increasing command of man over the 
resources of nature—are the only ones which 
hold out the hope of a rising standard of liv- 
ing despite an increasing population. 

These gains require a common understand- 
ing and common purpose among all the factors 
in industry. They require mutual considera- 
tion and a spirit of fair play. A part of such 
gains should go first to those who have con- 
tributed directly to accomplish them. This is 
the basic principle of the so-called capitalist 
order, under which all past progress has been 
made. The remainder should go broadcast to 
society by the natural economic process, not 
by an arbitrary distribution, governed by 
strife, in which conditions of strategic posi- 
tion, combative strength, comparative weak- 
ness or aversion to strife, are factors. 

The farmer is entitled to some of the gains 
which will be realized from these improve- 
ments in railroad efficiency, but thus far all 
since 1913 have gone to labor, either on the 
railroads or in the industries which furnish 
railroad supplies. The farmers of the West, 
long distances from the central markets where 
the quotations which figure in statistics are 
made, have had the value of their crops and 
of their lands depreciated by the rising cost 
of transportation, but railroad compensation 
is further from the pre-war relations with 
general prices and wages than the compen- 
sation of either farmers or wage-earners. 

Railroad rates have been increased by only 
about one-half the percentage of increase in 
wages, gains in operating efficiency have par- 
tially covered the rest, but the railroads of 
the northwest are asking an advance of 5 per 
cent in freight charges to replenish their de- 
ficient revenues. The farmers of that terri- 
tory are strenuously opposing the advance, and 
the railroad employes are asking wage-in- 
creases. 

It may be added that one of the reasons why 
the railroad employes are asking increases is 
that the building trades, whose wages are a 
very present factor in the rents which rail- 
road men must pay, have been getting wages 
relatively higher than those of railroad em- 
ployes, and are constantly pressing for further 
increases. 

It is scarcely possible for argument to add 
anything to the cogency of these facts. The 
country wants general and permanent pros- 
perity, but these conditions do not promote it. 


Misdirected Reform Efforts 


The activities of well-known religious or- 
ganizations in the line of social agitation are 
sometimes entrusted to people who although 
doubtless well equipped with zeal and good in- 
tentions are not well qualified to discuss eco- 
nomic questions. For example the Depart- 
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ment of Social Action of the National Catho- 
lic Welfare Conference is made to appear as 
criticizing recent remarks by President Cool- 
idge upon the subject of taxation. To the 
President’s contention that the whole people 
will be benefited by the reduction of taxes on 
large incomes because investments in pro- 
ductive industry will increase, the statement 
says: 

It is doubtful whether any competent economist 
accepts this theory. Our industries today are suffer- 
ing from too much capital rather than too little. 
This proposition is absolutely irrefutable. Conse- 
quently, the money which lower income taxes would 
divert to industry will do more good to the public if 
it continues to be expended in some form of public 
work or in the payment of salaries to government 
employes. 

This comment is given additional circulation 
by the Federal Council of Churches. 

With the great war only a few years be- 
hind us, and the whole world still suffering 
from the waste of capital which it caused, it 
would seem that the theory that an oversupply 
of capital exists would be distrusted even by 
a person without economic training. The 
idea probably originated in a misconception of 
what is capital. It consists wholly of wealth 
in productive forms; in other words, of prop- 
erty and equipment used in supplying the 
wants of the population. Evidently there can 
be no general oversupply of the means of pro- 
duction so long as the population has wants 
unsatisfied, and the spokesman of a welfare or- 
ganization should know that this point has 
not been reached. 


What Is Capital? 


The writer of the quoted paragraph may 
have been influenced by reports of over-pro- 
duction in certain lines of industry, resulting 
from unbalanced expansion in war-time and 
the disorganization of trade which has been a 
world wide result of the war and ill-advised 
agitation. The view, however, is a superficial 
one. The danger of over-production in the steel 
industry would quickly disappear if the rail- 
roads were provided with the capital required 
to prepare for the growth of traffic as they 
would like to do. The demand for housing ac- 
commodations is a demand for capital; the 
hope of higher wages, shorter working hours 
and a higher standard of living for the masses 
depends upon increased productivity through- 
out industry, which can be had only by means 
of new capital in the form of equipment. The 
old capital equipment is continually replaced 
by new, and new ideas without end are always 
waiting on capital to put them into effect. 

The current rate of interest is significant 
of the relation between the demand for and 
supply of capital, and it is significant that the 
general level of interest rates is not yet as 
low as before the war. On the continent of 
Europe, where the results of the war are most 





felt, interest rates are very high as compared 
with the pre-war rate and millions are sought 
in the United States to restore the industries 
of those countries. 

An increasing supply of capital seeking in- 
vestment would give this country greater 
power to aid in the rehabilitation of Europe, 
and at the same time mean declining interest 
rates upon mortgage indebtedness at home, 
and lower returns to capital generally as com- 
pared with the earnings of labor and all per- 
sonal effort. As against this general tendency 
an apparent over-supply of capital in certain 
industries signifies only that more capital is 
needed in others to restore the industrial 
equilibrium. 


Who Shall Say How People Shall Spend 
Their Incomes? 


Another example of confused thinking is 
afforded in a widely-quoted sentence of the 
resolutions adopted by the last annual confer- 
ence of the Methodist Episcopal Church, at 
Springfield, Mass., to the effect that all wealth 
“created by society should be devoted to the 
development of all the people in ways to be 
determined by the people themselves.” This 
is a very loose expression which may be given 
almost any meaning. It seems to point to a 
regulation of all the expenditures of the peo- 
ple by some governmental authority, for it is 
what the people do with their wages, salaries 
and incomes of every kind that now determines 
the uses to which wealth shall be put. Invest- 
ments for profit are all made with a view to 
supplying popular wants. The people them- 
selves have caused the flow of wealth into the 
automobile industry and actually supplied the 
wealth, through the purchase of automobiles. 
The same is true of every other industry and 
form of investment. Does this resolution con- 
template any different system of providing 
how wealth shall be “devoted to the develop- 
ment of the people”! If so, how is the new 
system to be harmonized with the final dec- 
laration? 

The truth, of course, is that utterances like 
these, purporting to represent the views of 
great organizations and deriving whatever in- 
fluence they have from that fact, actually 
come from individuals, with perhaps more or 
less casual approval by small groups. The ex- 
amples show the tendency of such spokesmen 
to roam outside the fields in which they are 
supposed to be specialists, and to deal with 
matters for which their qualifications evidently 
are quite limited. 


Banking Offices in Santo Domingo 


The offices in Santo Domingo of the Inter- 
national Banking Corporation, a subsidiary of 
The National City Bank of New York, are 
about to be taken over and operated directly 
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as branches of the parent bank. Inasmuch as 
the International Banking Corporation is it- 
self completely owned by this Bank the change 
will mean no real transfer of ownership, but 
as the offices of the National City system in 
Cuba and Porto Rico are direct branches of 
the parent institution, it has seemed best for 
administrative convenience and to facilitate 
transactions between all of these branches to 
make the Dominican offices direct branches 
also. 

The location of the Dominican branches and 
dates when they were established are given 
herewith: 

Santo Domingo 


San Pedro de Macoris .... 
Puerto Plata 


April 2, 1917 
May 1, 1917 
June 18, 1917 

















Santiago de los Caballero ........ccccsssssessssees Dec. 1, 1917 
Sanchez Sept. 1, 1917 
Barahona April 12, 1920 
San Francisco de Macoris...........ccccssssssscssses Sept. 15, 1920 
La Vega June 1, 1921 





The transfer will take effect on December 
31st next. 


Reorganization of The Chicago, Milwaukee 
and St. Paul Railway Company 


On November 20, Messrs. Kuhn, Loeb & 
Company and The National City Company, Re- 
organization Managers for the reorganization 
of the Chicago, Milwaukee & St. Paul Rail- 
way Company, announced certain modifica- 
tions of the plan dated June 1, 1925. 

Under the original plan, holders of the bonds 
secured under the general and refunding mort- 
gage and the Chicago, Milwaukee and Puget 
Sound first mortgage were to receive new ad- 
justment income bonds, par for par. In order 
to meet the desire of numerous savings banks 
and insurance companies, the bondholders par- 
ticipating in the plan are now to receive 20 
per cent of the principal amount of their bonds 
in the new fifty-year 5 per cent fixed interest 
bonds, bearing interest from February 1, 1925. 
These bonds are of the same issue as those 
sold to stockholders on account of the cash 
assessment. For the remaining 80 per cent, 
5 per cent adjustment mortgage bonds are to 
be issued. The adjustment bonds are to be 
substantially similar to those proposed in the 
original plan, with the exception that they are 
to be convertible at the option of the holder 
into preferred and common stock of the new 
company at the rate of five shares of preferred 
stock and five shares of common stock for 
each $1,000 bond. 

The first of these modifications increases the 
total amount of the fifty-year 5 per cent bonds, 
which are to be secured by a closed mortgage, 
from $60,698,820 to $106,888,980. The future 
fixed interest charges are, therefore, increased 
by $2,309,508. Under the original plan, fixed 
interest charges would have amounted to $11,- 
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466,845, while under the modified plan, fixed 
interest charges will be $13,776,333 per an- 
num. The fixed interest charges of the modi- 
fied plan are well within present earnings, as 
well as the lowest estimates of future earnings. 

The second modification is provided in order 
that the holders of the new adjustment mort- 
gage bonds may be afforded an opportunity 
of sharing with stockholders in the ultimate 
prosperity which it is hoped the property will 
achieve. The new preferred stock has a pref- 
erence up to 5 per cent, and after the new 
common stock has received 5 per cent, both 
classes of stock share alike. 


Minor Changes 


Certain minor changes are made in the plan, 
as well. Among them may be mentioned the 
creation of a cumulative sinking fund of $225,- 
000 a year, operative after April 1, 1936, for 
the retirement of the fifty-year 5 per cent 
bonds. This sinking fund is payable only out 
of available net income after provision has 
been made for the full cumulative 5 per cent 
interest and % per cent sinking fund on the 
adjustment mortgage bonds. 

As it is a recognized principle of sound cor- 
porate finance that no corporation should dis- 
tribute to security holders all available earn- 
ings, the original plan provided that the di- 
rectors of the new Company might set apart 
for reinvestment in the property one-half of 
the available net income, but not exceeding 
$5,000,000 in any year. In order that this pro- 
vision shall remain approximately unchanged 
in spite of the increase of over $2,000,000 in 
fixed charges, the modified plan provides that 
the proportion of net income available for in- 
terest on the adjustment bonds which the 
Board of Directors may apply is to be two- 
thirds of such available income of each year, 
until such income shall equal $7,500,000. 


Government Debt 


The reorganization managers and the pro- 
tective committees cooperating with them 
have constantly held that as one of the prime 
requisites to a sound reorganization plan, all 
debts of early maturity should be funded, and 
to that end, the debt to the United States 
Government should be funded at an annual 
interest charge of not more than 5 per cent, 
and by long term obligations junior in lien to 
the new first and refunding mortgage created 
by the plan, which is the medium through 
which the new company proposes to raise new 
capital in the future. 


In the next session of Congress, it is under- 
stood that a bill will be introduced to permit 
the funding or extension for a long period at 
low rates of interest of indebtedness owing by 
the various railroads of the country to the 
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United States Government. Such a bill will 
naturally be supported by all those interested 
in the Chicago, Milwaukee & St. Paul Rail- 
way and its securities. As the plan now stands, 
the stockholders are called upon to pay an 
assessment of substantially $70,000,000, of 
which $52,000,000 is designated for the liquida- 
tion of the debt to the Government. In case 
legislation should be enacted during the com- 
ing session of Congress which would permit 
the funding or extension of the terms which 
will meet the fundamental requisites of the 
reorganization plan, the managers have stated 
they will modify the plan so that the amount 
of cash to be provided by the stockholders 
will be reduced. 


Voting Trustees 


The five trustees in whom the voting power 
of the new stock is to be vested until January 
1, 1930—that is, for the period during which 
the interest upon the new convertible adjust- 
ment bonds is not cumulative—have been 
selected. The trustees, all of whom have 
agreed to serve, are: The Honorable Elihu 
Root, Mr. Frederick H. Ecker, Vice President 
of the Metropolitan Life Insurance Company, 
Dr. Henry S. Pritchett, President of The Car- 
negie Foundation, Mr. Samuel Rea, ex-Presi- 
dent of the Pennsylvania Railroad, and Mr. 
W. D. Van Dyke, President of the Northwest- 
ern Mutual Life Insurance Company. The first 
board of directors of the new company will 
be subject to their approval, and so long as 
the voting trust agreement is in force, direc- 
tors subsequently elected will be elected by 
their vote. Any vacancy among the voting 
trustees is to be filled by the remaining trust- 
ees, as will be provided in the trust agreement. 

Simultaneously with the publication by the 
reorganization managers of the modified plan, 
the Roosevelt bondholders’ protective commit- 
tee announced that the modifications fulfilled 
in substance the principles for which it had 
contended, and therefore, the committee has 
endorsed the modified plan, and recommends 
the deposit of bonds thereunder. The Iselin 
stockholders’ committee, which did not call 
for deposit of stock, similarly announced that 
in its opinion, the modified plan is fair to stock- 
holders. 

The time within which deposits might be 
made without penalty was to expire on No- 
vember 20, but in view of the modifications, 
the reorganization managers announced that 
securities not already deposited may be de- 
posited under the modified plan without pen- 
alty on or before December 20, 1925. 


Farmers Sugar Company Bulletin 





A printed circular, entitled “The Farmers 
Sugar Company Bulletin,” issued at Defiance, 


Ohio, by a beet sugar company, has been wide- 
ly distributed recently throughout the coun- 
try. The text of it is a couple of paragraphs 
touching the beet sugar industry, said to have 
been taken from this publication. The quota- 
tion is grossly incorrect, as appears below, and 
on account of the general circulation which has 
been given it, a statement of the facts seems 
to be necessary. 


The following letter is self-explanatory : 


THE NATIONAL CITY BANK 
OF NEW YORK 
Office of 
the President 
New York, November 9, 1925. 
Mr. Charles H. Allen, President, 
The Farmers Sugar Company, 
Defiance, Ohio. 
Dear Sir: 

Our attention has been called to a circular which 
carries the statement that it was prepared by you 
and which purports to give an extract from the Bulle- 
tin issued by this Bank, as follows: 


“Because of the relatively low price of sugar 
and the relatively high tariff of 2.2 cents per 
pound on all foreign raw sugar except Cuban 
raws, it is clear that receipts of full duty sugars 
will be as small as in other years of low prices. 
For this and other reasons, all connected with 
the tariff which the President refuses to reduce, 
an early increase in prices may be expected by 
American consumers. 

“One of the first acts of the next Congress 
should be the repeal of the flexible provisions of 
the Fordney-McCumber tariff act and the revision 
downward of the sugar schedule.” 

It is stated that this quotation is taken from the 
Bulletin of this Bank which was issued “shortly 
after” the decision rendered by President Coolidge 
on June 14, 1925, against action upon the sugar tariff. 

The June number of our Monthly Letter, issued on 
June 1, before the President’s action, is the only 
publication of this Bank which contains anything 
even approaching the language of the alleged quota- 
tion. The only part of the alleged quotation which 
could possibly have been taken from that number is 
to be found on page 96, which you will find marked 
in the enclosed copy. 

There is nothing in the article referring to the 
President, or which suggests the repeal of the flexible 
provisions of the Fordney-McCumber tariff act and 
the revision downward of the sugar schedule. 

Unwilling to believe that the sentences added to 
the sentence taken from our publication were deliber- 
ately concocted to serve as the basis of an attack 
upon this Bank, we have made an effort to trace the 
origin of this misrepresentation, and have found 
that on June 15, 1925, one Basil M. Manly, Director 
of what is known as the People’s Legislative Service, 
Washington, D. C., gave out a statement, critical of 
the President’s action upon the sugar tariff, in which, 
after considerable preliminary discussion he said: 


“The current number of the Bulletin of the 
National City Bank, which is regarded as au- 
thoritative in business circles, states: 

“‘Because of the present relatively low prices 
of sugar and the relatively high tariff of 2.2 cents 
per pound on all foreign raw sugars except Cuban 
raws, it is clear that receipts of full duty sugars 
will be as small as in other years of low prices.’ 

“For this and other reasons connected with the 
tariff which the President refuses to reduce, an 
early increase in prices may be expected by 
American consumers. 

“President Coolidge states that the preservation 
of the beet sugar industry is necessary to protect 
American consumers from excessive prices. This 
is putting the cart before the horse. The fact 
is that American consumers have been saved 
from the rapacity of the beet sugar trust only by 
large importations of raw sugars from Cuba and 
other foreign sources of supply. 


214 























December, 1925 





“One of the first acts of the next session of 
Congress should be the repeal of the flexible pro- 
visions of the Fordney-McCumber tariff act and 
the revision downward of the sugar schedule, as 
recommended in the official report of the Tariff 
Commission.” 


Every paragraph in Mr. Manly’s statement begins 
with quotation marks, but the single paragraph 
quoted from our Bank Letter is distinguished by in- 
side quotations at its beginning and end. 

The other paragraphs, which include the sentences 
attributed by you to the Bank Letter, but which did 
not appear therein, are all comments by Mr. Manly 
upon the President’s action. 

In the absence of any reason or motive that we 
know of for the action you have taken in this matter, 
we are disposed to believe that you have fallen into 
the error of confusing Mr. Manly’s statement with 
the original paragraph quoted from us. We also en- 
close a photostatic copy of a special dispatch to the 
New York Times, dated Washington, D. C., June 15, 
1925, from which we have taken that part of the 
Manly statement quoted above. 

We, of course, do not know where you got the quo- 
tation which you have attributed to us, but we know 
you did not get it from any publication issued by 
this Bank. No part of it but the first sentence ever 
appeared in any publication, letter, statement or other 
form of utterance of this Bank. We are sending this 
copy of the New York Times dispatch, thinking that 
it may refresh your memory and serve to satisfy 
you that you have made a grave mistake. 

We feel that a great injustice has been done this 
Bank by the circulation of “The Farmers Sugar Com- 
pany Bulletin No. 1,” and assuming that your action 
was not malicious, but simply the result of a mistake, 
we invite your attention to the facts, and hope to 
hear from you on the subject. If you find that -you 
have made a mistake, we assume that you will be 
glad to correct it, and give the same publicity to 
the correction that you have given to the erroneous 
statement. Very truly yours, 


(Signed) C. E. MITCHELL, 

President. 

A letter in response to the foregoing has 

been received in which frank acknowledgment 

is made that the quotation was taken from 

newspaper reports and is erroneous. The let- 

ter is too long for full reproduction herein, but 
we quote from it as follows: 


Nov. 17, 1925. 

Chas. E. Mitchell, Pres'’t., 
National City Bank, New York City. 
Dear Sir: 

On my return to the office today I found your letter 
of the 9th. 

We certainly were surprised at its contents and 
owe you an apology for unintentionally misquoting 


your Bulletin. 
* + a 


We regret causing you any annoyance and as we 
are about to issue another Bulletin shall be pleased 
to follow your suggestion and correct the misquota- 
tion. 

a « * 


In view of this statement by Mr. Allen we 
consider the incident closed. 


Publications of the Institute of Economics 





The Institute of Economics, Washington, 
D. C., has issued a book entitled “The French 
Debt Problem,” which is the most comprehen- 
sive study of French resources and economic 
history that is available to the public. It finds 


the net international income of France avail- 
able for foreign investments (or payments) in 
the five years 1909-13 to have been from 1,239,- 
000,000 to 1,339,000,000 francs (approximately 
$247,000,000 to $267,000,000) per year. The 
net amount of French foreign investments at 
the outbreak of the world war is estimated at 
about 38,000,000,000 francs, or approximately 
$7,500,000,000. The development of foreign 
investments is summarized in the following 
paragraph: 

Briefly recapitulating French economic history as 
revealed by the foregoing analysis, it appears that the 
century from the close of the Napoleonic era to the 
outbreak of the World War was one of steady, if not 
remarkable, progress. Despite recurring internal 
revolutions and foreign wars between 1815 and 1871, 
France had been able to develop foreign investments 
during that period to the extent of from 10 to 12 bil- 
lion francs. In spite of the cost of the Franco-Prus- 
sian War and the heavy burden of the indemnity, her 
investments abroad were not reduced in the seventies 
below a net figure of from 6 to 8 billions. And, not- 
withstanding the huge importations of specie required 
for the purpose of building up a monetary and bank- 
ing system of exceptional strength, in the forty years 
from the conclusion of the indemnity payments in 
1873 to the outbreak of the war in 1914 her foreign 


investments increased by a net amount of more than 
30 billion francs. 


Leaving reparation claims out of the account 
the war changed France from a creditor to a 
debtor country. It caused the sale of such of 
her holdings of foreign securities as were sal- 
able, and something like 23,000,000,000 francs 
of the remainder, namely, those located in Rus- 
sia, the succession states and the Levant— 
have been rendered unproductive for the pres- 
ent at least. The favorable balance of pay- 
ments before the war was wholly due to for- 
eign investments for the balance on merchan- 
dise account was almost invariably adverse. 

The book covers fully the public debt, the 
exchange and currency situation, production, 
and trade reconstruction, the internal political 
situation and the various factors which enter 
into the situation. Macmillan & Co. are the 
publishers. 

This book follows, “Germany’s Capacity to 
Pay,” Russian Debts and Russian Reconstruc- 
tion” and the “Reparation Plan,” in the for- 
eign series of studies by the Institute, and the 
following studies of domestic subjects: 

“Sugar in Relation to the Tariff,” 

“Tariff-Making in the United States,” 

“American Agriculture and the Foreign Market,” 

“Miners Wages and the Cost of Coal,” 


‘The Case of Bituminous Coal,” 
“Interest Rates and Stock Speculation.” 


All of these books are timely and authori- 
tative, prepared by trained economists, under 
the auspices of an organization which has no 
other purpose than to provide trustworthy in- 
formation. 
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